Full of Smiles

ITOHAM FOODS INC.

Annual Report 2010




Itoham’s Management Policy

The Itoham Group is aiming to increase corporate value over the long term.
To this end, our basic policy is to engage in Company-wide efforts to be a lively

and attractive company, one that also contributes to society.

Company Policy
“Service to Society Through Business”

Mission

The Itoham Group will communicate the joy, fun and importance of “food” as the foundation of a healthy lifestyle through the

provision of products and services imbuing value.

Management Stance

* We practice rigorous compliance (adherence to corporate ethics) and highly transparent management, aiming to be a company trusted
by society.

* We will deliver safe and reliable products to customers.

* We will conduct corporate activities in an environmentally responsible manner.

* We believe that employees are an important asset of a company and therefore aim to create a lively and challenging workplace that

emphasizes ability and results.

Code of Conduct

* We conduct activities in observance with all laws and ordinances and corporate regulations, and with a social conscience.
* We conduct free and vigorous discussions and implement decisions immediately, seeing them through to the end.
* We act voluntarily and constantly embrace new ideas without being constrained by convention.

* We practice the principle of individual responsibility based on an enduring spirit of being strong, ethical and reliable.
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Cautionary Note: Forward-Looking Statements

The forecasts in this annual report are based on management’s assumptions and beliefs in light of information currently available and contain a number of risks and uncertainties. Readers
are therefore cautioned that actual results could differ materially from forecasts due to a number of factors outside the control of the Itoham Group that include, but are not limited to,
economic conditions in the Group’s operating environment, market trends, exchange rate fluctuations and outbreaks of animal infection.



Five-Year Consolidated Financial Highlights

ITOHAM FOODS INC. and Consolidated Subsidiaries

Thousands of
U.S. dollars
Millions of yen (Note 1)
Years ended or as of March 31 2006 2007 2008 2009 2010 2010
Net sales ¥517,275 ¥504,349 ¥517,951 ¥487,128 ¥452,454 $4,863,005
Cost of sales 420,571 404,803 415,427 397,263 358,851 3,856,954
Selling, general and administrative expenses 100,641 96,602 96,417 92,330 91,513 983,588
Operating income (loss) (3,937) 2,944 6,107 (2,465) 2,090 22,463
Other income (expenses) (371) (1,995) (695) (2,119) 172 1,849
Income (loss) before income taxes and minority interests (4,308) 949 5,412 (4,584) 2,262 24,312
Provision for income taxes
Current 1,151 1,274 2,340 1,401 1,403 15,080
Deferred 2,859 1,028 (1,388) 261 (512) (5,503)
Minority interests (53) (33) (64) (49) (78) (838)
Net income (loss) (8,371) (1,386) 4,396 (6,295) 1,293 13,897
Net income (loss) per share (in yen and U.S. dollars) (40.17) (6.65) 21.10 (30.01) 5.27 0.057
Total assets 243,050 244,804 233,667 209,885 217,457 2,337,242
Net assets (Note 3) 121,148 118,575 118,556 117,437 119,856 1,288,220
Ratio of equity to total assets (Note 3) 49.84% 48.16% 50.51% 55.66% 54.81%
Net assets per share (in yen and U.S. dollars, Note 3) 581.45 565.87 566.59 476.25 485.85 5.22
Return on assets (Note 2) (1.1)% 1.6% 2.9% (0.4)% 1.5%
Return on equity (Note 3) (6.8)% (1.2)% 3.7% (5.4)% 1.1%
Cash dividends 834 834 1,042 736 736 7,911
Payout ratio - - 23.7% 56.9%
Cash flows from operating activities (2,821) 17,746 13,221 (7,728) 21,000 225,709
Cash flows from investing activities (12,833) (2,271) (1,264) (3,478) (3,865) (41,541)
Cash flows from financing activities 5,670 (2,619) (7,357) 5,616 (3,061) (32,900)
Cash and cash equivalents at end of year 14,342 27,288 31,962 25,705 39,990 429,815

Notes 1: Dollar amounts represent translation of Japanese yen, for convenience only, at the rate of ¥93.04=US$1.00, the rate prevailing on March 31, 2010.

2: Return on assets is calculated by dividing ordinary income (loss), as recorded in the Japanese-language Consolidated Statements of Operations, by the average of total assets at the

start and end of the fiscal year.

3: Effective for the year ended March 31, 2007, the Company and its domestic consolidated subsidiaries adopted new accounting standards, “Accounting Standard for Presentation of
Net Assets in the Balance Sheet” (“Statement No. 57 issued by the Accounting Standards Board of Japan on December 9, 2005), and “the Implementation Guidance for the
Accounting Standard for Presentation of Net Assets in the Balance Sheet” (“the Financial Accounting Standard Implementation Guidance No. 8” issued by the Accounting Stan-

dards Board of Japan on December 9, 2005).
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Message from the President

Mamoru Horio
President
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I would like to express my gratitude to everyone for their support, and present an
overview of Itoham’s business situation during the fiscal year under review.

During fiscal 2010, the fiscal year ended March 31, 2010, the Japanese econ-
omy benefited from renewed growth in emerging countries and improving
exports and production as inventories were pared back. However, corporate earn-
ings remained low, and strong underlying sentiment about over-capacity trans-
lated into weak capital investment. Personnel consumption was underpinned by
economic policies that fueled sales of durable goods, but it remained lackluster,
depressed by poor employment and wage conditions. An economic recovery failed
to materialize overall, and the outlook ahead stayed murky.

The business climate in our industry remained harsh. As commodity prices
continued falling and deflation took stronger hold, consumers hoping to keep
costs in check turned increasingly to low-priced goods amid concerns about the
outlook ahead for employment and wages. Also, intensifying competition
squeezed selling prices and sparked protracted sluggishness in the meat market.

Under these conditions, the Itoham Group established the new Processed
Foods Division, which combined all food production and sales operations into a
single unit beginning in the year under review. This harnesses our strengths in core
meat businesses for bolstering product development that is geared toward satisfying
market needs, and for enhancing our ability to propose ways for meeting these
needs as we refocus efforts on rebuilding our profit structure. Across business seg-
ment lines, we worked to further increase productivity by improving operating
methods. We made exhaustive efforts to manage and reduce costs as we revamped
our earnings structure. Moreover, we redoubled Group-wide efforts to further
improve quality in our operations. For example, we stepped up training and
instruction for creating a climate in the workplace that puts priority on compliance
as a basic policy, and formed a new system in which compliance leaders in each

workplace ensure that our policies strictly adhere to good compliance practices.



In fiscal 2010, our income improved considerably year on year. Sales
rebounded steadily after dropping sharply in the second half of fiscal 2009
because of a problem with contaminated ground water, while stabilizing raw
material prices and cost reductions helped bolster income. Regularly scheduled
consumer sales campaigns and “more volume for the same price” sales triggered a
recovery for Ham and Sausage operations, and winter gift and other year-end
sales kept revenues firm. On the other hand, fiercer competition and prolonged
sluggishness in the meat market, which helped push down prices, created severe
conditions. As a result, Ham and Sausage sales increased 3.8% year on year, Fresh
Meat sales declined 11.9%, and sales of Processed Foods and Other Products fell
7.4%, leading a ¥34,674 million decline in consolidated net sales to ¥452,454
million (down 7.1%). Gross profit increased 4.2%, or ¥3,738 million, to ¥93,603
million, as sales of Processed Foods and Other Products declined, but profit mar-
gins improved substantially from Ham and Sausage and Fresh Meat. Operating
income increased by ¥4,555 million from the previous year to ¥2,090 million
(from an operating loss of ¥2,465 million in fiscal 2009) thanks to initiatives to
reduce costs across the board and a ¥817 million reduction in selling, general and
administrative (SG&A) expenses. Net income rose by ¥7,588 million to ¥1,293
million from a net loss of ¥6,295 million in fiscal 2009, when we recorded
extraordinary losses from costs related to a voluntary recall of products and sus-

pension of plant operations.

Mamoru Horio

President
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Interview with the President

Mamoru Horio
President

What are your aspirations as newly appointed president?

Assuming the office of president on April 1, 2010, I am now at the helm of a company with a long heritage and

strong traditions. I feel a great sense of duty to fulfill my responsibilities with the utmost care and diligence.
Operating conditions are extremely severe in our industry, but we aim to continue generating growth as a

national brand maker. Toward this end, both quality appeal and price appeal will be crucial. We will focus

squarely on strengthening our product and brand appeal while also bolstering our cost-competitiveness.

What are Itoham’s management policies?

One of our principal goals is to become the most trusted manufacturer of processed meat in Asia. This
requires that we make more rigorous our compliance system for enhancing management quality.

We will further upgrade our marketing skills to take full advantage of our product lines developed from
the customer’s viewpoint and offer products and services steeped in quality, flavor, easier preparation, and
health awareness.

In addition, we will restructure production bases in Japan and abroad to keep them fully attuned with
changing trends and conditions and pursue additional reforms in each of our divisions for swiftly becoming

even more cost-competitive.
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What are your key initiatives going forward?

Looking ahead, we anticipate a faster decline in the birthrate and aging of the population of Japan and
fiercer competition in human resources, goods, finance, and information in Asia, particular China. In short,
we expect the borderless economy to gather momentum and for the domestic Japanese market to steadily
decline. Under these conditions, in the core Japanese market, we intend to further upgrade brand appeal
and maintain the support and patronage of our customers even as the market itself contracts. Meanwhile,
there is still considerable scope for growth, and we plan additional expansion in meat businesses through
our partnership with Mitsubishi Corporation.

Opverseas, China and countries in Southeast Asia are experiencing robust economic growth, and we have
already established joint ventures in China and Thailand. We are positioning our new plant in Thailand as a
product exporter in the Southeast Asian market. We want the Itoham brand name to be revered in countries
across the region and are making steadfast efforts to raise brand awareness.

We contribute to communities in many ways through ongoing initiatives to maintain their trust as a reli-
able and safe food producer and supplier. One of our citizenship activities through which we contribute is the
Tanzania support project, which has been highly acclaimed by our customers and is administered in conjunc-
tion with the UNICEE Turning to food awareness activities, we believe that taking pleasure in eating and
understanding the importance of nutrition is the blueprint for a healthy life. We are also working actively
through environmental activities to reduce energy consumption and the use of resources, to recycle, and to

reduce the burden we place on the global environment.

Itoham Foods Beijing Co., Ltd. Itoham Betagro Foods Co., Lid.

Outlook for Fiscal 2011

For fiscal 2011, the final year of our current third medium-term management plan, our initial consolidated
targets were for net sales of ¥550 billion and ordinary income of ¥11 billion. These targets would be difficult
to obtain. Our current revised targets are for sales of ¥460 billion, up 1.7% year on year, operating income of
¥4.6 billion, up 120%, ordinary income of ¥5.0 billion, up 51.9%, and net income of ¥3.8 billion, up
193.9%. Nonetheless, we expect to quickly achieve many of our qualitative goals, including enhancing man-
agement quality, restructuring production bases, reorganizing our business structure and enacting overseas
strategies. We also plan to devise a new medium-term management plan for enactment after fiscal 2011.

We are striving together as a team to meet the challenges before us and your expectations. We thank you

for your continuing support and assistance.
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